By ANTHONY ]. DIiLULLO

Service Transactions in the U.S. International

THIS article analyzes developments
in service transactions in the U.S. in-
ternational accounts in 1970-80—a dec-
ade of unprecedented expansion in these
transactions. Service exports increased
at an average annual rate of 19 percent,
to $121 billion in 1980; service imports
increased at a rate of 16 percent, to 85
billion (table 1). By 1980, the surplus
on these transactions reached $36 hil-
lion, more than offsetting a deficit of 525
billion on merchandise trade transac-
tions (chart 2).

Receipts (exports) of income on 1.5,
investment abroad and payments (im-
ports) of income on foreign investment
in the United States increased at a
substantially faster rate than receipts
and payments for other services (table
2). Receipts and payments of income on
U.S. bank-reported transactions in-
creased most strongly in 1973-T¢ and
1978-80, as a result of significant in-
creases in both U.S. interest rates and
the volume of bank transactions. Re-
ceipts and payments of income on direct
investment increased at a slower rate
than income on bank-reported invest-
ments; particularly sharp increases in
U.8. direct investment income receipts
were associated with the jump in petro-
leum prices in 1973-T4 and 1979-80,

Receipts and payments for other serv-
ices, such as travel, passenger fares,
transportation, royalties and fees, and
military services, showed smaller
changes over the period. Receipts gen-
erally increased faster than payments,
and the balance on these transactions
shifted from a deficit to a surplus over
the decade.

Service transactions in the U.S. in-
ternational accounts.—Service transac-

tions in the 17.5. international accounts
include all current-nccount transactions
except merchandise trade and unilat-
eral transfers, Transactions record the
value of services exchanged between
U1.5. and foreign residents. They are
grouped into the following major cate-
gories, each of which is discussed in
turn in this arcticle: 17.5. Government
transactions, military and nonmilitary ;
travel ; passenger fares; transporta-
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tion; royalties and fees; private miseel-
laneous services, such as reinsurance,
technical services, and communications;
and income on  investment—direet,
other private, and U.S, Government.

Data coverage and limitations—In
the 17.8. international accounts, esti-
mates of the value of service transac-
tions between the United States and the
rest of the world are based mostly on
data from other U.8. Government
agencies and private sources. BEA ad-
justs the data to conform to definitions
and concepts of the international ac-
counts and also of the national income
and product accounts, of which service
transactions are a component. Also,
BEA collects primary source data when
appropriate data are not available from
other sources.

Some “service” transactions include
goods (merchandise) as well, bacause
it is not always logical or feasible to
separate these comingled transactions,
and transactors often do not keep ac-
counting records on the valuation of
separate parts, The coverage of service
transactions in the international ac-
counts is limited in some cases because
existing records do not provide suffi-
eient information to prepare reasonable
estimates or transactions are not cov-
ered by the reporting system.

11.S. Government Transactions

International transactions of the
(7.8, Government reflect the Govern-
ment’s activities in implementing cer-
tain foreign policies and in performing
traditional governmental functions,
such as providing national defense and
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muintnining diplomatie velations, In
tha TI.S. internationa] accounis, Gov-
ernment tronsactions, except invest-
ment intome transtetions, ave classified
either s transsctions by defense agen-
cieg—the Department of Defenss
{DOD) and the T8, Coast (Gunrd—
ot ns transactions by all other agencies.
Government investment income is dis-
cussed in the section on investment
income,

Transaciions of defense ogencien

Breporis—Exports of defonse ngen-
cies consist Wdmost entirely of transfers
under U.B. militery agency sales con-
tracts, These transfers s deliveries of
gonds snd services provided to foreign
governmenta hy 108, defenge agencies,
for ¢ash and credit, under the foreign
military sales (FMS) propram. The
FMS program, established in 1950, was
designed to nesist TS, allies—mupinly
NATO countries—in purchasing snd
standardizing military equipnent with-
in NATO. However, participation in
the progrom has not been limited to
NATO countries,’

Exports of defensn apencies were $8.2
billion in 1980, compared with $1.5 bil-
lion in 19703 the average annual vate of
incrense was 22 percent. Thare was &

1. Por detolls, see Waiter G, Eesly, Jr, and Tiad-
ey I Thorn, “Milltarr Transactlany In the UA.
Tnberemtbonal Aceodnts, 1OT2-TT" Buavyey oF CUR-
RExT Duamess {May 1H7E) : 353-13T.

SURVEY OF CURRENT BUSINESS

gurge in deliveries in 1873~78, which
was rejated to the 1673 Arab-Israeli
Waor and subsequent developments in
the Middle Eest, Partly as & result, the
ghars of deliveries to NATO countries
declined sharply: however, in 1980, it
inovensed snbetantially becanm of ini-
tial deliveries of the ¥-16 aircraft, Al-
theugh weaponry—aireraft, missiles,
arms, and tanlks and other militery ve-
hieles—constituted the majority of de-
Tiveries during the decnds, deliveries for
conatruction projects and technicsl as-
istance increased strongly in the last
half (tgble 8). The latter deliveries
were mainly to many of the same Mid-
dle Fast couniries chat began receiving
stapped-up arms shipments in 1973,
The large increase in deliveries in
1978 was nimost entirely due to the re-
placement of Israeli military equip-
ment that hod been lost in the 1973
Avabh-Tarneli Wear. Large deliveries in
sithgacuent years were ditected towsrd
maintaining and improving the quality
of military equipment. Deliveriez to
Tran, until the chanpe of Government
there in Febroary 1979, to Saudi Ara-
bia, wnd, to a lessey axtent, to Jordam
and Kuwait nlso showed increases in
1974 and later yvears. Deliveries to these
countries ineluded large nmounts of
sophisticated wenponry ond related ma-
terinls; those doliveries reflected both
the .8, decision to permit wider sales
of sch items and the Jarge viss in reve-
nues of petrolanm-producing eountries.
Deliveries to Middle East countrieg also

Kovembar 1981

mchided large amounts of construction
projects and other technicol wesistance
projects related to sconomic as well as
military developmesit. The projects in-
cluded construction of sirficlds, desp-
wnter port facilities, roods, housing,
hospitels, nnd scheols. These deliv-
ariez—mostly to Sandi Arvabis—wers
the primary reason for the loxge in-
crense in construction and releted serv-
ices since 18768, Deliveries to the Middls
East dropped sharply in 1979 becausa
of the hali in those to Tren after the
firsé quartar,

Compared with the sbriking increasze
in deliveries to the Middle East, de-
liveriez to NATO eouniries, mainly
weaponcy, increased slowly over the
decade. After incressing io only $i.4
hillion in 197%, deliveries almost dow-
bled in 1980, reaching $2.5 billion, The
sharp inecrense veflected the initial de-
liveries of high-value, high-technology
F-18 aireraft. Exeluding the F-16,
other deliveries inerensed at about 9
percent each year over the decade, only
astirht]ly more than the §-percent annual
inerease in the prices of military equip-
ment, os estimated by BEA.

Deliveries te Korss, Toiwan, the
Fhilippines, and other Southenst Asinn
countries increased from $0.1 Killion in
1670 to almost $1.0 billion in 1980. This
ineresse portly reflacted the rising eco-
nomic prosperity of those countries.
Tntil the mid-1970%8, these deliveries
were financed primarily by U.8. mili-
tary nid and ware includad in trensfers
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under 10,8, military grant programs.
Sinece the mid-1970%, a larger share has
been financed through commercial
channels,

Imports—Imports of the defense
agencies, referred to as direct defense
expenditures in the international ac-
counts, consist of expenditures for
goods and services purchased abroad by
DOD and the U.8. Coast Guard. They
include overseas expenditures of DOD
personnel, goods purchased abroad by
DOD, payments for the hire of foreign
personnel, oversens expenditures hy
T1.8. and foreign contractors hired by
DOD, and TS, payments to the com-
monly funded NATO infrastructure
program,

Direet defense expenditures rose to
$10.7 billion in 1980 from $4.9 billion in
1970; the average annual rate of in-
crease was 9 percent. ITn 1970-76. de-
clines in expenditures associated with
the withdrawal from Vietnam virtually
offset increases elsewhere. T7.S, person-
nel expenditures and other expenditures
in Vietnam., Thailand. Japan, and
Korea related to the Vietnam War de-
clined as T7.8, troops were withdrawn
from Vietnam. This decline was offset
by increnses in other expenditures,
largely because of the depreciation of
the dollar, particnlarly against the Ger-
man mark and the Japanese ven in
1971 and 1973. and to a lesser extent, in-
flation in countries where expenditures
were the largest—Germany, the Tnited
Kingdom, Ttaly, and Japan. In 1977-
&0, worldwide expenditures doubled due
to stepped-up commitments to NATO,
an increase in expenditures for reim-
bursable Middle East construction proj-
ects associated with FMS deliveries to
that area, and a eombination of dollar
depreciation and foreign inflation.

Expenditures for petrolenm products
were boosted by the steep petralenm
price increases in 1973-74 and 1970-80,
Following the earlier increases there
was some substitution of lower priced
domestic source products. There was
little or no substitution following the
later inereases beenuse, with the begin-
ning of deregulation of 1.8, erude
prices in 1978, T.S. petroleum prices
rapidly approached foreign prices
(chart 3).
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Transactions of other Goverment
agencies

Ewports—Exports include receipts
for services such as the launching of
space satellites, enrichment of uranium
for power plants, and postal services.
Also included are toll receipts from the
use of the U.S. portion of the St. Law-
rence Seaway and, until 1979, the use of
the Panama Canal. Finally, the value of
administrative services provided by
agencies that administer nonmilitary
foreign assistance programs is in-
cluded.

After increasing steadily in 1970-T8,
exports declined in 1979-80 because
Panama Canal toll fees were removed
from the accounts after the Canal was
turned over to the Republic of Panama
in October 1979, Panama Canal toll re-
ceipts previously accounted for about
one-third of total receipts. Administra-
tive services provided in connection
with foreign assistance by the Agency
for International Development and the
TPeace Corps accounted for about one-
third of the remainder of receipts; re-
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ceipts for these services changed little in
the decade.

I'mports—Imports include the cost of
establishing and maintaining U.S, em-
bassies and consulates abroad, expendi-
tures of T.S. personnel employed
abroad by nonmilitary agencies, mem-
bership fees paid to international or-
ganizations, payments for postal and
other services, expenditures for main-
tenance of the Panama Canal (until the
end of 1979). and contributions to
worldwide peacekeeping operations.

Imports increased to ®1.8 billion in
1980, from $0.7 billion in 1970; the in-
crease mainly reflected the higher cost
of maintaining 1.5, embassies abroad.
About one-half of the increase in total
outlays reflected higher salaries paid to
17.8. personnel, higher costs due to in-
flation abroad, and appreciation of for-
eign currencies, Payments to interna-
tional organizationg, such as the United
Nations and affiliated organizations, the
Organization for Economic Coopera-
tion and Development, and the Organi-
gation of American States, accounted
for most of the remainder, and largely
reflected increases in membership as-
sessments, ITn 1978-80, contributions to
worldwide pescekeeping operations
were also significant.

Travel, Passenger Fares, and
Transportation

Travel

Travel includes transactions in a va-
riety of services and related goods by
individuals residing for less than one
year in a foreign country for business,
edueation, vacation, or other personal
reasons. Transactions of T.8. Govern-
ment personnel stationed overseas and
foreign government personnel stationed
in the United States are sxeluded, but
transactions of government and interna-
tional organization personnel on official
travel are included. The types of serv-
icos and goods most likely to be pur-
chased by travelers are lodging, meal‘&,
entertainment, transportation within
the country or area visited, gifts, sou-
venirs, and articles for personal use, ex-
cept automobiles.
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17. 8. receipts from foreign visitors to
the United States (exports) increased
more rapidly than payments by U.S.
travelers abroad (imports). U.S. re-
ceipts increased at an average annual
rate of 16 percent, compared with 10
percent for payments. U.S. travel re-
ceipts were $10.1 billion in 1980, com-
pared with $2.3 billion in 1970. In 1980,
receipts were about evenly divided be-
tween receipts from overseas visitors
and from Canadian and Mexican visi-
tors; in 1970, receipts from overseas vis-
itors were 38 percent of the total. Pay-
ments were $10.4 hillion in 1980, com-
pared with $4.0 billion in 1970. Over-
seas travel was about 58 percent of the
total in 1980, only elightly more than in
1970,

Overseas.—Over the decade, 8 rise in
the value of many fumlgn currencies, a
slower average increase in inflation in
the [Tnited States than overseas, and a
rise in real incomes in many foreign
countries encouraged foreign travelers
to visil the United States and boosted
U.S. receipts, 1.8, payments for travel
overseas increased also, but at a slower
pace, because higher inflation rates
overseas than in the United States and
higher foreign currency costs deterred
.S, residents from traveling abroad,
particularly to Western Europe.

Receipts from overseas visitors wers
#5.1 billion in 1980, compared with $0.9
billion in 1970; the average annual rate
of increase was 10 percent (table 4).
_ Payments by T.S. travelers overseas

wers $6.0 billion, compared with $2.2
| billion, and increased 11 percent an-

nually. In 1970, the number of visitors
from overseas was less than one-half
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the number of U.S. travelers overseas—
2.3 million and 5.3 million, respectively.
By 19880, the number of visitors from
overseas more than tripled to 7.7 mil-
lion, and was almost as large as the
number of 17.8. travelers overseas—38.2
million. Average expenditures of over-
seas visitors increased 5.0 percent an-
nually; those of T7.8. travelers overseas
increased 6 percent annually.

During the past decade, the disparity
in growth rates between overseas travel

Table 4.—11.5, International Travel Transactions

[Milllona of dollars]
Receipts Fayments
‘Total Overseas Canada Tolal (Fverains Coanada
il Mexico and Mexico
3 551 L] 1442 A, uE0 2184 1,708
Z,.5M 1] 1, 0 4,873 2 38 2,(us
287 1, 188 1, B4 5, W2 & KD 2,172
412 1; G20 1, 2 5,508 3,104 R
4, a2 1, 885 2,807 5, 880 3,146 R
4, 7 1, B25 2,872 B, 417 a3, 474 2,93
b, 742 2,385 a,847 £, 858 4, T2 3,
B, 160 2,08 1, 408 7,451 4, 100 a4, 451
ol im0 bE| R bR 8
1, (501 5, 108 i;-'.m 10, 357 6, 018 4,31

receipts and payments was largely at-
tributable to exchange rate develop-
ments. The general decline in the value
of the dollar moderated the increases
in U.8. prices from the viewpoint of
foreign travelers whose currencies ap-
preciated against the dellar—particu-
larly Western European and Japanese
travelers (chart 4). From the U.S.
traveler’s viewpoint, that same decline
also had the effect of accentuating for-
eign price increases, For foreign visi-
tors, the eflective average annnal
inerease in U.S, prices was about b per-
cent, compared with an average in-
crease of 8 percent in the 17.S. Con-
sumer Price Index (CPI) and, more
importantly, with about 9 percent in
the consumer price indexes of other
developed countries. Thus, for many
foreign travelers, the United States was
a less expensive destination than other
developed countries during most of
1970-80.

Rising real incomes and only moder-
ate increases in average passenger fares

in most. years also encouraged foreign
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travel to the United States. The largest

increases in veceip:s wers in 1971-T3
mwnd 197679, periods of strong eco-
nomie expangion overseas and moderate
air fare increnses, The lower rate of
inerenss in 1974-7% was related to recos-
siong in ronst developed eountries and
sharp fuel-related increases in averaga
paseenger fnred. In 1980, Teduced ex-
ponsion abroad slowed the inerease in
visitors and average air farea agsin
incrensed sharply.

[Arernge anmas] percont chimgs]
0.5 overgens | I 5 awyrages
fravel reoppty phrnents
b e n
I, e mnmar 1)
T e — o e e b0 b ]
L, 24

Over 50 pevcent of the imerense in
overgens receipls was pecounted for by
visitors from Western Eurowe and
Japnn. Five countries—the Tnited
IKmgdom, Germany, Frence, the Neth-
orlands, and Japan—accounted for over
40 percent. Receipts from these 5 coun-
tries inerensed at an avernge vate of
43 percent, compared with 19 percent
from nil oversens nrens, Recelpts from
eountries in Asia, excloding Japon, and
Africa glso increased ropidly—22 per-
cent. Receipts from Latin Ameries in-
ereaged only 15 percent, reflecting
smaller inoveases in receipts from the
Caribbesn area and Centyal Americe,

U5, pavments for overseas travel
were $6.0 billion in 1988, compared with
£2.2 billion in 1970, Payments increased
most rapidly in years when the T.8.
economy war exponding and real in-
conies were lising—in 1971-7% ond
1978-19, Smaller increnses necurred in
197475 and 1880 when U.8. economic
growth declined and averapa passenger
Tares incrensed sharply.

Althongh paymenis to Western Eu-
rope were 3.0 killion in 1980 compared
with $1.3 billion in 1970, their share of
the oversens total declined from 80 per-
cent to 50 percent. Most of the decline
ocourred in 1971-75, For the decade,
0.8, residents were detorrad by an effee-
tive average onnual inerease in foreign
prices, to U8, trevelers, of 12 percent,
compered with B parcent in the T1.S.

SURVEY OF CURRENT BUSINESH

CFI ard 9 percent in the eonenmer
prics indexes of other developed conn-
tries, T.S. travelers reduced the length
of wigits from 27 days to 21 days and
vigited fewer countries each trip oz o
partinl offzet to higher foreign prices
and higher foreign currency costs.?

As U8, travelers reduced the number
of countries vigited each trip, the num-
ber of travelers to many countries of
Western Europe declined in 1678-80.
Only the United Kingdom had o sig-
nificant increase in T8, visitors becsuse
the fare to Landon was the Iowsst priced
treneatlantic fore and many of the “no-
frilie” fares introduced in 1978 had
London s their destination,

Travel paymenig ta sonntries in the
Caribbean nrea and Latin Ameriea
were 1.5 hillion in 1980, compored with
#0.5 hillion in 1870, After Western Eu-
rope, the resort areas of the Caribbean
and Centrnl America were most fre-
guently visited by U.S. travelers.
Ameng other aress, payments to Aus-
tralin, New Zealand, and fereel snd o
feww ather Middle Eest coundries in-
erenzed, sipnificantly, although they re-
inained o small part of total overseas
payments, Payments to Japan and
Hang Kong doubied, but they amounted
to only $0.3 billion in 1980

Canada and Merieo.—Becanse of the
proximity of Canada and Mexico, travel
receipts and payments befween these
countries and the United States differed
somewhat from ovorsens travel. Eess
costly airfoves and the ense of travel by
auto resulted in substantially Jower
transportation costs, Transeetions in the
border areas—an important part of
totel TILS. travel tronsactions with
Cannda ond Mexico—often respondad
more rapidiy than other {eavel {rana-
actione to choanges in relstive inflotion
rotes and foreign currency costs.

Receipts from Canndisn visitors were
#2.4 Lillicn in 188G, almost triple the
amount in 1970, kst of the incrense oe-
curred in 1970-76. The average nnnual
rabe of increase, which vose from 3 per-
eent in 1071 to €7 percent in 1976, was

I, For details, zoe Josg Dolrand, “Internaktlonal
Trarel ond Fagecnger Farog J070-70L'" Sokrar
[Alor 1080) : 2R-244, wnd “Tatermational Travel end
Puesangor Pacew, 1080," Soaver {Maoy 19813 ¢ 0=
it 3
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11 percent. Raceipts slowed sharply in
LO77-78 and declined in 197% before ris-
ing agein in 1880. The pattern of
changes in receipts corresponded roagh-
Iy with, and was partly explained by,
chonges in the exchange rate between
the 1.5, and Canadiazn dollers. Betwesn
July 1#7@ snd Dacember 1976, the valus
of the Canedinn dollur fluctuated in o
relatively narrow ronges from LS. $0.97
to T.8. $1.03. In Jannocy 1977, the valoe
of the Canndion doller bagan to dacline,
reaching 8 low of U.S. $0.84 in Decem-
ber 197% and remained st that level in
1380,
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Since 1977, the number of Canadian
visitors on trips of less than 1 day,
which accounted for over 65 percent of
Canodion travel in the United Stotes
gnd included frips in the border area,
declined an sverspge of 4 percent an-
nually ns the valne of the Canadian dol-
lnr fell and wslatively high gasoline”
pricea deterred Conadian travel in tha
Tnited States. The numbar of visitors
on trips of longer duration declined *
anly slightly in 1878-T9 and returned
to the 1977 peak lgval by 1980. These
vigitors were less influenced by ex. ”
change rate developments than ssne-
day visitors, and includad an increasing
number of Coanadians {raveling in the
winter monéhs to warmer climates of
the United Statas.

T1.S. payments to Canada were $1.87
billion in 1530, compared with $1.0 bil-
Jien in 1870; they incrensed nt an aver-
age annunl rato of § pereent. Payments’
increased in most years, but thers was »
cortintons drep in the number of travey
elers since 1973, ag long-distance auta-
mohils travel—trips of move thon 10
miles—by T7.8. vesidents declined. Thg,
Inrgest increases in payments ogcurred
in 1978-T4 and 1979-8G—about 14 per- -
cent in each period; they were lnrgely.
related to horder transactions. In the
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earbier period, T.S. residents in the
border aren increased their purchases
of gusoline in nearby Canadian locs-
tions becausa of supply shortages in the
United States and 2ong waiting linea at
U.5. service stations. In the Jatter pe-
riodl, significantly lower Canndinn gaso-
ling prices and the rising value of the
7.5, dollar were strong incentives for
/.2, border residents to ghift thair pur-
chases of gasoline and other commeodi-
ties to nearby Canadian locations.

Receipts from Mexito were 32.6 bil-
lion in 1980, eompared with $0.8 billion
in 1970; they inereased ot an average
annual rate of 17 pevcent. Fluctnations
in receipts during the decads wers
strongly influenced by exchange rata de-
valopments. Receipts for travel beyond
ths berder arer incrensed faster than
raceipts in the border area. In 180,
border aren receipts were 65 percent of
total receipts from Mexico; they were
almost 3 percent. in 1870,

Receipta increased rapidly in 19T1-
5, slowed considerably in 1078, and
then <leclined in 1977 when the peso
wns devalued 40 pergent ngaingt the
.8, dollar in 1876 and an additionnl 8
percent in 1077, (rowth resumed in
1078-80 as the exchange rate stabilized

_nnd as the Mexican inflation rate ont-
pnced the (1.8, rate, causing Mexicans
to ahift soine purchases of goods and
services to the T8, border arves, where

" the local U.S. and Mexican economies
arn closely integroted. Receipts from

. teavel bayond the horder aren were also
capecially strong in 1978-80; they rose
A pereent annually pertly reflecting

.. the booming Mezican economy.
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w. Tuyinents to BMexieo wors $2.6 billion
in 1960, compared with $0.8 Lillion in
" 1¥70; they inerenged ab an averages an-
~nnal ete of 13 percent. Payments also
. imerensed rapidly in 1871-75, lut ot &
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declining rafe, a5 the Mexican inflation
rate deterred V.S, trovel there. After
devalustion of the peso, prowth in-
creased at & vapid rate,

As in the Canadian border ares, T7.5.
rezidents in the ¥exicon border nrea
ineresged their purehnses of gasoline
st nesrby Moexican Jocations during
periods of shortapes and  relatively
higher gasoline ptives in the United
States, Large increases in payments in
the border arep in 1973-T5 and 1979-80
partly reflected thesa developments.

Poyments for travel to the interier
of Mexico necounted for 2540 percent
of total payments over the decads.
Travel to these areas was stimulated in
1976-79 by Mexican Government pro-
motion of internatianal travel to Mex-
ico, establishment of new nir routes
between Maxico and the Tnited States,
and opening of new vesork areas on
Mexico’s Yuenten peninsula. A slight
decline in poyments in 1980 probably
reflected the slowdown in the TS,
aranomy and an nceslerntion of Mexi-
can inflation.

Passenger fores

Passenper fares consist of the eamn-
ings of vessel and nirline eperators for
the transporiation of persons. Exports
include receipts of T1.8. operators for
the transportation of foreign residents
{a) between the United States and for-
eign conntries and (b) botween foreign
connttics. Imporie inclode poyments by
.S, residents to foreign operators for
transportation to and from the United
States.®

Pnssanger fare receipts of 1.3, op-
apators, which were derived almost en-
tirely from nirline operations, were $2.6
billion in 1980, compaved with $3.5 bil-
Yion in 1970 ; the average annnal tate of

3. Recelpta for the Iraneporiction of ferolEm
reskdents within the Upited Sentes, and paroenis
to Porelgu sfrtdaen for friumporinbon within for-
«ign countriom ond reglone are dnclmdod in the
traved arconale bicAnee they mror dchsed as part
of Ivenl sectiods eolgumed by teovolers.

Tteesipte nnid parisents for trusrortallon to wid
Trow Conodo wad Mesibto are fochinded, Ly {08 ves-
tlon, In the bearel aoecunts, rather than the pos-
MO FRATD AQCAN LA,

Leepauge  tlee  Lndernatlonul secounbs  Ddoaad b
tmnanctlons betwemtn U5 and forelZn residoelbs.
recelpin of TLE. gpueesbors for the treniporinbion of
L% eesldepts otereens, which or¢ cransnctbus be-
tweon dowoatic residenty, ar: uot pazt of the MR
#enger oo doccoubDLE.
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inerenss was 17 percent. Over 80 peraent
of receipts wns derived irom passchger
traffic to and from the TTnited Stntes in
1580, compared with 70 percent in 1074,
The growth in receipts from air trans-
portation of foreign pnssengers batween
foreigm countries, the other type of re-
ceipts, was limited because of many
cowalries’ restrictions on locnl opers-
tions of foreign nirlines.

The large overage annval increases in
tha number of foreign visitors to the
United States were the main impetus
to the growih in receipts in most years.
Arrivals of foreign visitars slowed only
during tha worldwide recession of 1974~
73 and the slackening in economic &c-
tivity in many foreign countries in 1980
Thongually large increases in average
pssenger faves in thase yenrs also con-
tributed to the slowdown.

Passenger fore payments to foreign
operators incrensed more slowly than
receipts, mainly because of the slower
rise in 118, travelers nbroad than i
foreign visitors {o the Ulnited States.
Payments were $5.6 billion in 1980,
compared with $1.2 billion in 1970, and
inerensed at an avevage nanusi rate of
1% percent.

|AveTegn annusl porcent chaoge, X80

Hepaipts | PRyt
iy TR T AN PR R —— w 1
Avarngs passenger BT, caeee-rea k
Humher of bravelert, o oo b4 5

Average paseenger fares to and from
the United States, for hoth T1.8. nnd
foreipn travelers, wore affected by steep
fuel price inerenses; fuel prics increnses
were largely rosponsible for fare in-
ereases of 25 percent in 1974 und 15 per-
cent in 1880, Partly offzetiing were sev-
eral developments that held fars in-
crenses to less than 4 percont annually
in other yenrs. In the amly 1970%, the
intreduction of junbeo jets reduced nir-
line oversge operating coste by greaily
inercasing the eapncity of passenger
flights. In 197578, U.8. regulations af-
Teeting lower priced charter Aights were
liberslized. In 1872-80, following de-
regilation of scheduled-flight fnres nnd

inereased competition between .8 and
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foreign airlines, discount and “no-frills"
fares on transatlantic flights prolif-
erated.

Although most passenger fare re-
ceipts and payments were for transat-
lantic travel, developments in travel
potterns between the United States and
cther arens nlso had an impact on total
receipts and poyments. Receipts were
boosted by an increasing number of visi-
tors from Japan. Although average
fares for transportation from the Fer
East were congiderably higher than
transatiantic fares, Jepanese visitors
accounted for 15 perceni of total over-
seng visitors in 1080, compared with §
percent in 1370, Payments were less af-
fected becanse there was velatively littla
growth in 0.3, travel to the Far East.
The number of .8, travelers to the
Caribbean nrea and Central Ameriea in-
crensed at a slightly faster pace than
the nomber of irensatlantic travalers,
Increnses in trave] to that region did
not accelerate the riee in payments be-
cnuse avernge fares to the Caribbean
and Central American region were low-
er than to any other overssas aren, and
mest T0.3.-Caribbeon trnfic wous ear-
ried by U5, nirlinea.

Transportation

The trangportation estimetes pri-
marily consist of international trans-
gotions of vessel and sirline operntors.

SURVEY OF CURBRENT BUSINESS

Esports inolude receipta of 1.5, vessel
and sirline operntors for the tronspor-
tation of U5, export freight from the
V.8, port of export to foreign destina-
tiong, and for the trensportation of for-
eign freight hetween foreign ports! Ex-
ports alse include the aggregate value
of services and goods provided by .5,
restdents to foreign veseel and airline
operators in rconnection with their
transportetion operations in the United
States, The value of these services and
poods, referred to as port services, in-
cludes p wide range of items smch as
fuel, berthing, port fees, offica and
wnrehouse rentals, weges and salaries
of U.5. personnel, advertising, and
business services, Freight cer rental re«
ceipte from Cannde and Mexico and
vesse] sharter hive receipts are the itema
in other transportation sxports.

4. The cont of traeapertHne Peelght neaally B
borne by the imperter, regordless of whether trans
mHctatlon coatn wre ineluded L the se price of
eXpOMz WHin tEARAROMALEGT bty ard inelwdad Sn
thix gale price, the asller (exportsr) mershe Crons-
i funde for trameporbibon services Crom the
burar (loportert 4o Bhe dnreber (reasdl oo aleling
aparatar). Thos, zaroingy of forelgn vesnel and alr-
Iine operctors for (he tronbmirtetlon of OLE, ¢Xport
freight arm not includisd Sin the teaneportsblon setl-
mates becayne thase enrnlags are frnnanetions he-
twein foreign resldenis—forsighn operatoers nad far-
tlgn {giporters—nnd hirs na Alroct Soipnet on the
T8 Interpetlonpl aoounts. Simifapfy, tarolege of
U.8. smeratore for the (ransporimilon of T8 {a-
pott frwlght ava ot etduded T the ErafiepoEbation
eatiniabey hecausy thdse SAFDINEW rEpTEsNL frane-
witlena between 1.5, residenis-—1L.§. aperatore ang
T8 Importsrs—and are met tnterdAHonal tHuks-
agtlony,
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Imports inelude payments by US.
residents to foreipn vessel and airline
aperotors for the transportation of U.S.
import freight from foreigm ports to
U.8. destinations’ Imports also include
payments by U.S. wvegsal and airline
operators to foreign residents for port
servicas purchased abread in connection
with T.LS. operators® international
trangportation operations. Vessel char-
ter hire payments and freight car rental
payments to Cenade and Mexico ave
the remaining impott transsctions.

In 167080, foreign vessel and airline
operators trensported n larger shave of
0.3, export and import freight than did
7.8, operators, Partly as a result, the
relative importance of fraight receipts
in totn] tramsportation exports was
much less than the corresponding item
in transportntion imports and the rela-
tive importnnce of port services in ex-
ports was much larger than the cor-
responding item in imports,

Pretght receipts.—F reight receipts of
1.8, ocenn vesse] operutors were B2.7
billion in 1980, compered with $0.8
billion in 1979 (toble B). Growih re-
flected incroases in ocean freight rotes;
the volume of export freight carried by
T.8, vessel operators was unchanged.

The increases in ocean freight rates
largely veflected hizher fuel and oper-
ating costs of U.S. vessel operators, whe

5. Sre Irolmriw 4.
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weve mostly liner operators providing
advertised, regularly scheduled service
at puablizhed rates on specified inberna-
tionnl shipping routes. Althomgh the
volume of 1.8, export freight carpied
by T1.S. vessel operators was unchenged,
U.8. export freight volume carried by
foreign operntors increased af an rver-
e annual rate of 7.5 percent. Conse-
quently, U.S. operators’ shara of the
totn] export volume dectined from 7 per-
cent in 1070 to 4.5 percent in 1980,
U.8. operators’ earminga for Erams-
porting T.8. grain exports to Eagtern
Europe hoosted 1.8, freight receipts in
1973=79, Theso earnings wers parily the
result of U.S.-1L5.8.R, shipping ongree-
ments, which reserved specific amounts
of 1.5, grain exports for transports-
tion by U.5. operators ot specified retes.
Cirain exports to the TS8R, wets em-
targoed in 1580
Freight veceipts of (7.5, airline oper-
ators weare $0.7 allion in 1PBD, com-
pored with $0.2 billion in 18570. Al
though the volume of U5, exporta
transported by air was still less thaa
1 percent of total exports in 1930, the
average minual increase in airline corgo
voluma wag ahout 18 percent, Freight
enrnings of U.S. airlines accounted for
90 percent of sh .8, freight receipts
" in 1880, compaved with 17 percent in
1970
Freight  poyments—Freight pay-
" memts, which consisted almost entively
of ocean Freight peyments, were $6.1
biltion in 1980, compared with $1.6 bil-
lion in 1870. Growth largely reflected
sxpangion in the 7.3, economy and the
resulting increase in U3, demand fox
meichandise imports. Poayments growth
ond freight volume declined in two
periods—the T.5, recessions of 1974-TH
and 1580. The payments declins in
1974-75 wes modergied by a rise in the
vojuse of petrolenm imperts. Petro-
" Joum imports inereased, despite reduesd
domestis demand for petroleum prod-
, nets, as stoeks wers built up followimg

5. Hptimates of reeelpie of T.E. resse]l apersiord
and the volame of eapor; freight trakeporied By
U8, operotors wmay He apderestimated Gecansn

r-AEnE 1.5, opeyoters sany charter fpreigm Hag shipa
aod us: them, in wdditlon to T.8. fog sbips, o U.5.
forelpn truds. Bechiows 3t la 1ot posalble to Weotl (y
All of thip T8 cxrport frolehif, coelnis ear be un-
dovestimntod. For the sime Tinmond, charter hlra

* pyments to foreign dhlpowncrd mNY ba under-
atimated.
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the embarga imposed in late 1973 and
enrly 1974 by sowne Middle Enst coun-
tries on petralenm shipments to the
Tnite@ Statos, In contrast, the pay-
ments decline in 1980 was accentuated
by a decline in the volune of petroleam
imports, which reflected not only the
glowdown in she 11,3, economy, but aiso
11.8. conservation efforts.

Freioht pryments for 17.3. merchan-
dise Lmports were wizo affected by fiune-
tustions in ncenn freight rates, Avernge
freight mtes on nonpetrolewn imports
inoresased at an average annual ¥ate of
1 pereent in 147080, reflecting sharp
increases in fuel prices amdl opernting
cogte in 1074, 1979, and 1980, Average
rates on petrolenm imports—ianker
mites—were stable from 1970 to 1978,
and subsequently fluctuated sharply in
response to petrolewm prices, the tanker
crpacity gitnation, and economic activ-
ity. Rates rose in mid-1974 following
the end of tha Middle East embargo
and an incrense in fuel costs, then de-
elined in 1875 when economic activity
glowed in wost developed countries.
Farvge increnses in 1078 and 1980, due
to higher fuel costs, pushed rates to
3 times their 1070 lewel,

Adr freight payments were $0.5 bil-
liom in 1980, comnpaved with 0.1 billion
in 1970. They necounted for onty 8 per-
cont of total freight pnyments in 1980,
about the same as 1970,

FPort services veoeipts~ .S, receipts
for port services provided to foreign
vossel and nirling operators in the
Tnited Skates wora $7.5 billion in 1980,
compared with $20 billion in 1870
(Frowth slowed only during the U.S.
recession 1874-75 and the concurrent
ecancmic glowdewn in other developed
countries.

Port services provided to vessel oper-
ators were B5.0 billien in 1980, com-
pared with $1.4 billion in 18707 the
average annuel rate of increase waa
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13 peveent. The volume of U.S. trade
transported by foveign vessel aperators
incrensed 5.5 percent sununlly, and
prices of U.8, services and goods in-
creased B percent,

Port sorvices provided to foreign air-
line operators wers $2.4 billion in 1880,
compared with $0.5 billion; they in-
crensed ob an average annuel rate of 17
percent. The fostex growih of these port
services than of port services provided
to vessal operators reflected the relutive
importance of passenger tralffic, com-
pared with earge traffie, for most pir-
ling operators, The volume of U.S. in-
termational passenger traffie carried by
forcign aivlines increased 7.5 percent
annuslly, compared with & 55-percent
incrense in trade volume,

FPort services paynents—Payments
by T1.5. vessel and nirlins operators Tor
port. sevvices abroad were $4.2 billion in
1080, compared with $0.8 billion in 1670.
The fastey growth in payments than ra-
caipta reflected higher petroleum prices
nhrond than in the United States. TS,
peiroleum prices were regulated for
most of the decade, and increases wore
neither ns 1apid nor as large as foreign
increases until 1.8, deregulation oc-
currad at the end of the decade.

Payments by T7.5. vessel operators in-
creaged 16 percent annualiy; this in-
erease veflected price incresses in for-
eign services and goods and, to & lesser
extent, an increase in the voleme of im-
port freight corvied by ULS. operators.

Pavments by 1.3, airline operalors
inerensed 19 percent annually, reflect-
ing inerenses in international passenger
trafie—particvlarly in foreign visitors
to the United States—and in foreign
prices. Their payments were 66 parcent
of total port expenditure psyments in
1980, compared with 52 percent. in 1970.

Other transpertation transeotions—
Among other tiansportation receipts,
renta! receipts of U.S. railrond com-
poanies for freight cars ternpornrily in
nse in Conado snd Mexico were the
lavgest item in 1975-80, A Jarge increase
in thess veceipts fvom Mexico in 1980
reflocted o surge in Mexico’s imports.
In 1¥70-74, most raceipis were due to
tanker eharters by the foreign trans-
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portation affiliate of & U.S. petroleum
company. Those charters were discon-
tinued in 1974,

Among other payments, charter hire
pnyments to foreign shipowners ac-
counted for over 80 percent of other
poyments.” Freight car rental payments
to Conada and Mezico aceounted for the
remainder.

Royaltics and Fees and Private
Miscellaneous Services

Royalties end feen

Roynlties and fees consist of receijis
wod payments of royaltice and licensing
fees for the use of intangible property
rights—copyrights, trademarks, pat-
ents, techniques, processes, formulas,
desipns, franchises, manufecturing
rights, ete.—and other fees. Other fees
consist of net charmes beiween pavent
companies snd their affilistes for serv-
iors rendered, research and develop-
ment expenditures, assesements, rentals
forr the use of tangible propesty, snd
other axpenses alloented by the home
office.

Royalties and Hoensing feee—Con-
tracts for the use of intangible property
rights provide an important meang for
transferring technology. Licenging and
other agreements with foreipn com-
paniea that have extensive production
facilities and marketing networks are
utilized by some 173, companies to =sell
their technology in foreign movkets.
Other compoenies prefer to establish
foreign affilintes or to acquire equity in-
terests in foreign companies as 4 menns
of aequiring access to foreign maricets
for their technology.® Companies that
have equity interests in foreign aflintes
receiva not only royalties and fees for
the nss of rights, but nlso o share of
affitiates’ profits. The profits are re-
corded in tho divect investment incomo
accounts,

Total net receipts of royalties and
licensing fees were $4.7 billion in 1980,
compared with $1.3 billion in 1970; the

T. St [oaknote &
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pverage anmmal rate of increasa was 14
percent {table £). Afiliated receipts in
1980 were $3.6 billion, compared with
unsffiliated receipts of §1.1 bitlion. A
filiated receipta incrensed at more than
donble the rate of unaffiliated receipts—
IT percent compared with 8 percent—
partly becauze of lupge US. divect in-
vestments in leading industries in de-
veloped countries,

The industry distribution of affilisted
and unofilisted rovalties and liconsing
fees recaipts was virtuolly constant over
the decade; most receipts ariginnted in
manufacturing industries Machinery
necounted for 44 percent of offilinted,
and 40 percent of unaffiliated receipts.
In the machinery industry, afflinted

[ Peropnt, Average 10TE=50T,
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receipts partly reflected U.S. techmo-
logical developments in computers and
advaneed electronics ond unaffiliated re-
ceipts were largely related to prodme-
tion of comsumer goods, perticularly
glectronic components end elactrical
equipment ond appliances. In the
chemical industry, both noffilinted and
uneflilizted receipts reflected 17.8. tech-
nological advances in ngricultural snd
incdnstriel chemienls, pharmsceuticals,
and, €4 9 lessar oxtent, plastics and other
synthetic materinla, In the transporta-
tion equipment indusiry, receipts were
lorgely related to the monufacture of
motor vehicles.

By ares, the majority of receipts ware
from developed countries, where re-
sonrees Tare available to adopt and use
U.8. technology and thers wers large
marlets for the reaulting outpuet. Affl-
inted recelpts, which were concentrated
in Weglern Europe, reflectad lorge 17.5.
direct investments there, In 1980, about
70 percent of offiliated receipts were
from Western Europe, 10 percent from
Conada, and 8 pereent from Japan. The
share of receipts fram developing coun-
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tries was § percent in 1980 and declined
each year of the decade,

Unaffilinted receipts were more wide-
spread. In 1880, nbout 40 percent of xe-
eoipts were from Westarn Europs, 30
percent from Japan, and 12 percent
fram other developed countries, In con-
tonst to affiliated yeceipts, the shove of
wnaflilinted receipts from developing
countries incrensed ench year to 18 per-
cent in 1080,

Paymentz of royaliics and licensing
feea, like receipts, were concenirated in
monufacturing industries in developed
countries, mainly Western Europe,
Canada, sod Japan. For both affiliated
ang vnaffilinted {eansactions, the largest
pryments were in the chemicel indus-
try—pharmacenticals, agricultural, and
industrial, Other large affiliated pay-
ments were it the food and primory and
fabricated metals industries. Unuodili-
sted payments were larmely in the
mochinery and antometive industries,®

Gther fees~These charzes consist
Iavgely of fees for management, prefes-
sional, and administrative services;
consulting and technicad advice; and
research and {evelopment, Rentals for
tangible property, including flms, sre
also included.

Receipts of other fees were $2.1 bil-
lion in 1830, compared with $1.0 billion
in 1970; the averags annunl rnte of in-
crense—3 percont—whz Jess than that
in royalties nnd licensing fees. Reavipts
wero almost entively from affiliated
companias, mminly machinery and
chemical nffilintes in Western Burope
andl antomotive offilintes in Canoda.
Receipts  from  petrolenm, trading,
banking, finance, and insurance affili-
ates woera nlse significant.

Payments of other fees—entirely to
foreipm parents of T.5. affilintes—were
larpely velated to regeareh nnd develop-
ment sxpenszes alloceted to U.S, afli-
ates by parent companies in Germany,
the Netherlands, ond the United King-
dom. Offsetting flows {receipts of U.S.
offilintes from their pareats) in the
nutamotive indnstry were significant.

Thess were related to warranty work ..

and training provided by U.S, affiliates
to Japanese parents.

D Sen foptmotn 8.
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Privete miscelloheows services

Private miscollansour services in-
clude, among exports, contrroions’ re-
ceipts for technical mrvices; reinsur-
aneej communications; and services
pad goods provided to foreign govern-
ment mgencies and inteenationn] orgu-
pizations locnted in the United States.
Amaong imports, the mojor transactions
are Telnswrance; communications; and
wapges paid to temporary resident aliens
(tabla 7).

Exporte of miscellanecns services
wers §5.2 hillion in 1980, compared with
$1.3 Lildion in 1970 the avernge annual
rate of inerense was 14 percent. Imparts
wore $3.2 hillion, compared with $0.8
killion; they incrensed st & rabe of 15
percont. Increases in receipts from con-
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traotors’ services and comsounication
services led the prowth in exports. In-
areases in payments for reinsurance and
communieation gervices ted the growth
in imports.

Leveiply from contract operations of
U8, conglouation, eéngincering, ond
other teohndoal services flrma—T17.5. net
receipts for eonstruction and technical
sarviees provided to fereign residents
wars $1.6 billion in 1980, compnred with
$0.3 Lillion in 1970; the avernge nnnual
rate of increase wos 23 pereent. These
receipts are net of outleys abroad for
wages, materials, and other expenses,
They are also net of related 1.8, mer-
chondise exports, which arve included in
the merchandisa trade acoound,

Mret contract receipts tncluded engi-
neering and design servioes, reflecting
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the availability of sdvonced technology
in the Tnited States {table 8). Projects
related solely to genernl engineering
and design servicea nccounted for 41
percont. of totsl receipts in 1878-80.
Projects consisting of engineering, de-
sign, and relnted construction oac-
eounted for another 80 percent of the
total. Receipts from projects involving
only genern] construction services were
velatively small, peobobly bocpusa of
the pgreater competitivencas of other
countries for this type of project.

By aren, most recoipts—almest 80
percent of the total m ID78-B0—wers
frem developing countries. Much of the
growth wag accounted for by OPEC
conntrica, particularly Saudi Arabia
and, voti} 1970, Tren, OPEC members
nocounted for nlmost 50 pereent of re-
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coipts in 1978-B0, sompared with 26
percent in 1970. Recaipts from Mexico
also increased ropidiy in  1979-82D,
largely veflecting the inerense in eco-
nomic development projecte following
petrolenm discoveries in the mid-1870%.
Many of the services provided to de-
veloping countries were related to de-
velopment of natursl resourtes ond con-
struckicn of transportetion, communi-
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cation, housing, and power-gensrating
infrastructures. Natural resources proj-
ects were largely for crude petrelevm
production, pipeline construction, amd
petroleum  refineries. U8, companies
also had significant reccipts from the
design and conetruction of facilities
for erude ore production and metal re-
fining. Enginesring, design, and con-
struction of roads, port fncilities, and

Table f.=Net Recvipta from Contract Operathons of 1.5, Conitonotion, Englnesring, and
Ocher Tmhﬁll Services Firms .
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railways were related to the develop-
ment of infrastructuyes, as were dam
design ond construction and engineer-
ing services for power-generating
plents.

Reingurance.—Reinsuronce transic-
tiona inclnde tronanctions related to the
transfer of rizk insnrance between TS,
and foreign insursnce companies Ex-
ports of reinsurance ssrvices messurs
net veceipts of LS. insurance com-
panies on ricks sssumed from foreign
insurance companies, thet i3, reinsur-
ance premiums received from foreign
insurers less lossea poid. Imports meas-
ure net payments of U.5. insuramce
companies on rigks transferred to for-
eign insuranve companies, that is, re-
insurnnce premiums paid to foreign m-
surers less Moases recovered.

These transections ore not a measure
of the profitability of internntional re-
insurance transactions of U.5. com-
panies, not on indication of their inter-
national competitive position, becavse
visles tronsferred to, snd assumed fvom,
foreign insurers are usually only = part
of the totd risks insured by 1.8, com-
[rénies,

Estimutes of reinsurance transactions
indicate thet risks sssumed from for-
eipm insurers ware far less than risks
teansferred by U.5. insurers in 1970-80.
Net receipts rempined virfually wn-
changed at $0.1 billion in 1970 and $0.2

hillien in 1980, hut nel peyments in- -

eveased frosn $0.2 billion in 1970 to $1.0
Liltion in 1980, Before losses wers nebbod
out, preminms received increased from
$0.3 billion to $0.9 billion, and preminms

poid increased from $0.4 billion to §2.1

billion {table9).
The rapid growth in payments, on
both a net snd gross basis, was partly

related to the incrensing number of -

risks transferred by TL&. msurance
gompanies to their foreign affilintes,

particularly thoss located in the Corib- -

bean area, where the tax breatment and
regulation of insursnce companies wos

mors Tavorable than in the Tnited *

States, By transferring more profitable
risks 2broad ond poorer Tisks to the
United States, insurance companies
tock advantape of lower tax rales

sbrond. For example, gross premiums

paid to insurance companies located in
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the Caribbean area, mainly Bermauda,
increased from lese then $26 million in
1970 to over $800 million in 1980, and
the loss retio (losses as o percentage of
premiums} on risks transferred to Ber-
mudn wae 39 percent, compared with a
loss ratio of 54 percent for total risks
transferred abroad and 78 percent for
totel risics asaumed frogn abroad.
Cemmunications. — Commynications
estimates measure settlement transac-
tiong hetween 1.5, and foreign commu-
nications companies, They do not repre-
sent the valve of trmnsmissions from
points of origin te points of destinotion.
An intemationa.l cable or satellits trons-
roission that originates in the United
Stataammtbynl]ﬂ enrrier to a for-
eign carrier, which delivers the trans-
raisgion to its foreign destinstion. The
U.S. carrier receives payment for the
entire transmission from the 11.8. cus-
tomar, and then remits patt of the pay-
ment to the foreign carrier. Only the
peyment to the foveign carrier for its
services is included in transcections be-
tween TS, and foreign communica-
tionz companies and thus in the inter-
nafional transactions accounts. Simi-
lexly, receipts of U.S, carriers for carry-
ing transmissions received from foreign

corriers to U2, destinelions mre in- -

" elnded, The estimntes also include ve-
ceipte pnd payments between the Tnter-
nationn! Batellite Communicetion Q-
ganization (Intelsat) snd foreigm com-
mynicetions companies for the leasing
of sotellite circuits owned by Intelsnt
{receipte} and the distribution of a
shere of neb earnings to the foreign
owners of Intelsat (payments),
"~ Communications receipts rose to $1.3
billion nnd payments to $1.5 billion in
1980 from §0.3 billion each in 1970, Au-
" nual payments freguently exceeded re-
ceipts by o small amount possibly be-
€huss mote communications between
" 0.8, and forsign residents originated
in the United States than abrond.
Raopid growth in bath recsipts and
paymentes—and averame annusl growth
rates of 17 and 18 percent, respectively,
i 1970-80—followad the introduction
of commereial communications by satal-
lite in the mid-1960%s. The ndditions}
-enpicity not only permitted an inorensa
in traditional communications, but also
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encouragad the development of new
types, such aa the relaying of television
sigmals, Expanded developmont for ma-
rins and avistion communication, trans-
mission of wenther information, and
rapid transmission of scientifie, busi-
ness, ond other types of information
alzo contributad to the sironp growth
in receipts and payments.

Fupenditures of foreipn governmenis
and inbernationsl orgonizations —Thase
iranspctions include expeaditures in the
Tnited Statzs by {a) foreign govern-
ments to astablisk, maintain, snd staff
embassios and consulates and (b} inter-
nstiopnl orgenizations, sach as the
United Notions and the Internationa}
Monstary Fund, for wages and slnries,
construetion, nnd sdminietrative and
other sarvices. Also inclnded 2re earn-
ings of T0.9. sgents of foreign govern-
wents, auch as lawyars, public relations
personnel, and lobhyists.

Receipta were $L5 billion in 1980,
compatred with $0.5 billion in 1870;
they wers nbout evenly divided beiween
foreign governments and international
organizations. Much of the increase re-
flected & rise in foraign diplomatic, con-
sular, and related personnel to support
axpanded representetional activities in
the United States. The remainder ye-
flocked enlarged progyams of interna-
tionnl organizotionz snd, in 1876-80,
lorge construction expenditures by the
United Nations for expansion of its
New York headquarters and by the In-
ternational Monetary Fand for new
offices in Washington, D.C. After allow-
anee for 1.8, inflation, expenditures of
foreign governmentz and internationni
organizations incrensed nbout 4 percent
anntally. Receipts of foreign agents re-
mained at about $0.0 billion ovar the
decnde.

Wages of nonresident alians—Thess
transnctions include wages and selaries
of Mexican and Canadion border resi-
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denta who commute to jobs in the
Tnited States, and workers from the
Caribbean erea who are temporarily
and seasonally employed here, These
wiges do not include the earnings of
aliens residing illegally in tha United
Stetes beconse, for purposes of measur-
ing internationsl transactions, they are
de faoto U.S. residents,

Wager of nonresident aliens almosk
tripled over the decade, reaching $0.5
billion in 1980, Wages of workers from
the Mexicen and Caribbean aress in-
ereased at an averpge annnal rate of 12
parcent! thie increase reflected both
higher wage rates and incresses in the
number of workers. Wages of Canndisn
workers incrensed ot & rate of § percent,
leszs than the estimntad incremse in
gross weakly earnings in TLS. priveie
nonagrirultural establishments.

Nonregident aliens weve employed in
most indusiries. About 40 percent of
Mexicon workers were employed in
agriculture, 40 percent in servies ooon-
pations, including howsehold services,
15 percent in manufacturing, and § per-
gent in consiruction, They acconnted for
78 percent of wagey poid to nonvesident
aliens in 1980, compared with 70 per-
cent in 1470, Mozt were employed in
California and Texas,

Canadian workers were amployed
primazily in manufactaring and in sales
and services, mainly in the indusirizl
areas of Michigan, Their weges were 15
percent of the tota] in 1980, compared
with 25 percent in 1070

Worleers from the Caribbean ares
were concentrated in agricnliuen) and
houzehold services ocenpations. Their
share of the toin] waoges increased to
8 percent in 1980 from % pexcent in 1070,

Investment Ineome

U.5. receipte (exports) of investment
income consist of income derived from
.8, residents’ ownership of foraigm
assets; ULS. paymenta (imports) consist
of incoms derived by Tareign regidents
from their ownership of U.8. nssels, In-
vestment income—hoth rm'.aipts and
poyments—is clessified as income re-
1ated te direct investments, other pri-
vote income, and VLS. Government
ihcome.



42

Receipts increased at an average an-
nual Tate of 22 percent during the
1670's, renching $75.9 hillion in 1980,
Puoyments increased ot s rots of 24 per-
ceni, reaching $43.2 billion. Net re-
ceipts incrensed from $6.2 billion to
$32.8 billion. Among receipts, direct in-
vestinent income and other private in-
vestment income accounted for most of
the total. Other private investment in-
come and T13, Government income nes
counted for most of income payments.

Divect Invesrment inpome

Direct investment income reeeipty
are dotived from T.8. ownership of
foreign nfiillintee—ownership of 10 per-
cent or mors of the voting securities
of on incorporated foreign business or
an equivident interest in an uninecor-
porated foreign business erderprise;
poyments are derived from foreign
ownership of 1.8, affilintes. Such in-
came, which iz net of withholding and
income toxes, iz in the form of divi-
dends, interest, earnings of wnincorpo-
vated pffilintes, and reinvested eam-
ings—the direct investors? shares in the
undistributed enmings of incorporated
nffilintes,

Receipts—Direct investment income
receipts wera $36.8 hillion in 1980,
compared with $8.2 billion in 1970 the
nvarpge smnunk rate of incronse was 18
parcent {table 10). Esonomic develop-
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ments nhroad, sharp pelroleum price
increases, and direct investment out-
flows during the decade and earlier
years were the major fnctors contribut-
ing to growth,

In 1970-T4, n strong expansion of
leading forelgn eccnomies contributed
to o 2i-percent averass amnnal increase
in income from foreign affilintes, The
particnlorly large increase of &l per-
cent in 1973 reflected, in addition, the
dollar dewnluation of February 1873,
which had the effect of raising the
doliar veloe of reinvested esrnings—
especinlly for nffiliates in Germany,
France, Belginm, the Netherlands, and,
to a lesser extent, Japan. Further, in-
coine from petroleum affilietes was
Lwosted by inventory prefits related to
glmiy) insreases in patroleum prices in
K073, Petroleum prica increases acceler-
ated in 1974, but the affect on incomea
was partly offset by ensing of demand
late in that vear ns econemic netivity
in the Tnited States and other indus-
trial countries slowed. Aftor totod in-
come declined in 1975, lorgely as a
reeult. of worldwida recession, receipts
inereasad at an averngs annusl rots of
25 perceat in 1B76-TH, reflecting re-
newed worldwide exponsion, before
deelining by 4 percent in 1980, In 1077
and 1978, apprecistion of some foreign
enrrencies apninst the dollar ngain sig-
nificantly raieed income receipte. In
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1979, reteipta were boosted by the sharp
increase in petroleum prices and
changes in Dritish tax laws on inven-
tory profits. In 1980, receipts wera de-
preszed by sn unusoal monrecurring
lose included in veported income, slug-
gish economic activity abroad, and in-
crensed competition in overseas aute
markets, Partly offsetting wag an in-
crease in income of matals trading affili-
mtes a8 o result of large inoresses in
soma metal prices.

Chunges in the rate and pattem of |
direct investment during the 1970% and
earlier years aleo explained develop-
ments in Income receipés in 197080, Re-
ceipts reflected the steady incrence in
direct investment each year gince 1950
and a shift in direct investment. tovward
Western Europe.

Severn] developments in  Western
Eurape contributed ko a larger increase
in investments there thon in Canada and
Latin Amerien in the post-World War
IT peviod: {(a) economie reconstraction
following the wer, {b) restoration of
currency convertibility, and {c) the in-
tegration of mujor ocononties into the
Eunropenn Communities® Also, nation-
alizotion of neseis of foreign affiliatos
in some Latin Americsn and Middle
Fast couniries dmring the Iste 1060%

1. Far detulls, pec Oble G. Whichard, "*Treads in
the .8, Diriet Invearmeat Mosltion Abroad, POG0-
#®" Spever {Poouary 1081) @ &34,

Table 10.==11.5. Direct Invisiment Tncome Receiply
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and 1970's had a negative effect on in-
vestments there.

Receipts from Western Europe in-
creased at a faster pace than receipts
from any other area, and accounted for
44 percent of the total in 1980, com-
pared with 20 percent in 1870, While a
large part of the increase was from pe-
troleun affiliates, increases from manu-
facturing affiliates—particularly those
in the petrochemical, computer, ma-
chinery, and transportation industries—
and other affiliates also contributed sig-
nificantly. Receipts from development
of North Sea crude oil production also
increased substantially.

Receipts from other developed coun-
tries increased at an average annual
rate of 15 percent ; their share of total
income declined from 27 percent to 23
percent. Receipts from Canada in-
creased at a rate of 14 percent, and ac-
counted for 16 percent of the total in
1080, compared with 19 percent in 1970.
Receipts were mainly from investments
in petroleum, mining, and automotive
industries,. Some Canadian affiliates
were sold in 197880 as Canada pursued
a policy of achieving increased control
of its natural resources, Income from
developed countries other than Canada
increased at a rate of 16 percent, and
their share of the total remained at 8
percent. Investments in these countries,
which included Japan, remained rela-
tively small, Although Japanese re-
strictions on inward direct investment
were eased in the mid-1970%, U.S. di-
rect investment there did not increase
significantly, reflecting continued con-
straints on inward flows.

Receipts from developing countries
increased at a rate of 15 percent—I16
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percent for Latin America and 15 per-
cent. for other developing countries. De-
veloping countries’ share of the total
dropped from 44 percent to 33 percent.
Investment in developing countries was
marked by several nationalizations of
assets during the late 1960 and 1970%.
Partly offsetting was a step-up in the
establishment of foreign branches of
1.8, banks and financial affiliates of
other U.S. companies.

Payments—Direct investment in-

come payments, which were about one-
fourth as large as receipts in 1980, in-
creased at an average annual rate of 30
percent. Payments wers $9.3 billion in
1980, compared with $0.9 billion in 1970
(table 11), In 1970-77, annual increases
in payments averaged about 21 percent.
The large decline of 17 percent in 1974
was attributable to a sharp drop in the
market value of securities held by 17.8.
insurance affiliates, as 17,8, stock prices
declined.” Payments by other affili-
ates—mostly in petroleum and manu-
facturing industries—generally par-
alleled economic developments in the
United States. Payments increased in
1970-74 as the U.S. economy expanded.
In addition, payments by petroleum
offiliates reflected steep price rises in
petrolenm products in 1973-T4. As eco-
nomic growth turned down in 1974-T5,
payments by manufacturing affiliates
declined and increases in petroleum
affiliates’ payments moderated.

Most of the increase in payvments over
the deeade ocemrred in 1978-80: the rate
of increase was approximately 50 per-
cent in each of those yvears. Payments

11, Under a change in definition, nnreallzed eapl-
tal gains and losses were inelnded In estimates of
afillates’' earnings beginning In 1074,

Table 11.—11.5. Hrect Investment Income Payments
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by petroleum affiliates, which accounted
for a large part of the increase, re-
flected general price increases and the
beginning of decontrol of U.S, erude oil
prices in late 1979, Higher payments by
manufacturing affilintes reflected the
expansion in the 17.8. economy in 1978-
79, Lower payments by most manufae-

turing affiliates in 1080 reflected a slug-
gish U8, economy. However, the de-

eline was more than offset by a special
transaction—the sale of a subsidiary of
a foreign-owned affiliate. Payments by
affiliates in other industries—trade, fi-
nance, insurance, real estate, and other
services—also contributed to the 1978-
80 inerease.

Althongh the value of foreign direct
investment in 1.8, manufacturing affil-
iates far outweighed investment in any
other 1.5, industry, payments by petro-
leum affiliates were larger in several
years—1978-80. Most investments were
owned by companies in Western Eu-
rope—primarily in the Netherlands,
United Kingdom, and Germany.

Other private investment income

Other private investment income re-
ceipts consist of interest received by
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17.8. banks and other residents on loans,
deposits, and other claims on foreigners;
interest received on TT.8. holdings of
foreign debt securities; and dividends
received by 1.8, residents on holdings
of foreign equity securities, Payments
consist of interest paid by T.S. banks
and other residents on liahilities to for-
eigmers, interest paid on foreign hold-
ings of U.S. debt securities, and divi-
dends paid to foreigners on holdings of
7.8, equity securities,

Receipts—Receipts of other private
investment income were $36.5 hillion in
1980, eompared with $2.7 hillion in
1970; the average annual rate of in-
erease was 32 percent (chart 5). Re-
ceipts increaged at almost twice the rate
of direct investment income receipts:
they accounted for almost 50 percent of
total investment income receipts in
1980, compared with 20 percent in 1670.

Interest receipts of banks accounted
for T4 percent of other private invest-
ment income receipts in 1980, compared
with 35 percent in 1970, Receipts were
affected mostly by large inereases in
T.S. interest rates and bank lending in
1973-T4 and 1978-80 and, at times, an-
ticipated changes in the dollar ex-
change rate. In addition, U.S. banks'
use of off-shore branches to channel
funds abroad—partieularly in Eurodol-
lar markets—contributed significantly
to receipts. During periods of domestic
monetary restraint, offshore branches in
the United Kingdom and the Caribbean
area provided funds to 1.8, banks for
lending in Eurodollar and other
markets.

Bank receipts were relatively stable
in 1970-72, then doubled in 1973 and
again in 1074, In 1973, T0.8.-foreign
interest rate differentials encouraged
17.58. banks to lend abroad, and an an-
ticipated decline in the dollar exchange
rate (which actually occurred during
the first ® months) encouraged some
foreign residents to borrow dollars in
the expectation of repaying thoss loans
later at a depreciated rate of exchange.

In 1974, rfmipts rose as interest |'m
differentials and weak T.S. credit
demand continued to favor lending
abroad (chart 6). Foreign loan demand
remained relatively strong through the
end of the year, partly to finance higher
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priced petroleum imports, Also, the Vol-
untary Credit Restraint Program,
which had limited foreign lending, was
terminated in early 1974, A near-
doubling of receipts in 1976-78 reflected
renewed worldwide economic expan-
sion, & rise in interest rates, and in 1978
some borrowing related to exchange
market speculation.

Although bank lending slowed de-
cline 20 percent in 1979—partly due
to the absence of borrowing related to
exchange rates—income increased 80
percent as U.S. interest rates soared.
Higher interest rates, together with a

T

LIy ]

large increase in Eurodollar lending,
contributed to another large in-
erease—50 percent—in  receipts in
1980. Also, some foreign borrowers
may have shifted to borrowing
from 1.8, banks as a temporary alter- .
native to issuing long-term debt secu-
rities at record-high interest rates. Re-
ceipts were also boosted by purchases of -
high-yield foreign certificates of deposit
Ly banks for U.S. clients, mainly money
market mutual funds. Fa
Other private investment income re-
ceipts consist also of dividends on for-
eign stocks and interest on foreigm-
honds and nonbank claims. Combined,
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they accounted for about 26 percent of
other income in 1980, compared with 656
percent in 1870; the average annual
rate of increase was 18 percent.

Dividends, which were almost $0.4
billion in 1980, mostly from Canada and
the United Kingdom. almost doubled
over the decade.

Interest on long-term debt securities
was $4.3 billion in 1980, compared with
$0.9 billion in 1970, Receipts were
mainly from Canadian bonds, which
comprised 50-60 percent of 1.S. hold-
ings. Increases in receipts from hold-
ings of bonds of other countries were
limited until 1974, partly becauss the
Interest Equalization Tax was imposed
on income received from mew security
issues of all developed countries except
Canada. After removal of this tax in
1974, purchases of bonds of—and re-
ceipts from—other countries increased
at about the same pace as theose in
Canada.

Interest receipts on nonbank claims
were $4.8 billion in 1980, compared with
$0.6 billion in 1970, These receipts,
which were related to the volume of
commercial transactions, ineluded in-
terest on credit extended by U.S. com-
panies to foreign customers and on
~ T7.8.-held foreign deposits.

Payments.—Payments of other pri-
vate investment income were $21.8 bil-
lion in 1980, compared with $3.6 billion
in 1870; they increased at an average
annual rate of 25 percent (chart 7).
Interest payments by T0.5. banks were
il percent of total payments in 1980
and were influenced by many of the
same factors that affected receipts—ex-
pansion in foreign loan demand, surges
in the levels of, and differentials be-
tween, 1.8, and foreign interest rates,
and the sharp inereases in petrolenm
prices in 1973-T4 and 1079-80, A sig-
nificant part of the inereases in 1973-74
and 1978-80 was accounted for by pay-
ments to foreign branches of TI.S.
banks. Because branches were subject to
less stringent regulations and reserve
requirements, they had more flexibility
than U.S. parents in borrowing and
lending abroad in periods of strong
credit demand, and thus were utilized
to finance loans in the United States
and abroad.
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CHART 7

U.S. Investment Income
and Foreign Assets in the United
States, Excluding Direct Investment
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Several other factors also affected
payments. Part of the decline in 1971
reflected a drop in deposits by private
foreign residents who feared a devalua-
tion of the deollar, (The payments were
shifted to the U.8. Government, as for-
eign official agencies purchased 1.5,
Government securities with dollars ac-
quired via exchange market interven-
tion.) In 1973-T4 part of the increase
in payments reflected an increase in for-
eigners’ deposits due to uncertainties
created by the Arab-Israeli War. In
1978-80, the increase partly reflected
the shift to large U.S. merchandise
trade deficits.

Dividend payments were $1.8 billion
in 1980, three times their 1870 level.
Foreign residents were net purchasers
of U.8. stocks each year during the dec-
ade. The largest purchases were in 1975
and in 1980, and were mainly by the
United Kingdom and some Middle East
countries. Purchases by Switzerland
were also gignifieant in 1975, Large pur-
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chases in 1980 partly reflected the rise
in the 7.8, stock market and, in the case
of purchases by the United Kingdom,
the removal of British exchange restrie-
tions on foreign portfolio investments.

Interest pavments on [1.S, corporate
and other private bonds, including Eu-
robonds, were $1.8 billion in 1980, about
four times their 1970 level. Most of the
increase oceurred in 1971-74 and 1977-
80, when the 17,8, economy was expand-
ing and interest rates were rising in the
United States and abroad. In the earlier
period, when there were restraints on
direct investment outflows from the
United States, proceeds from Euro-
bonds were used by TU.S. companies
largely to finance direct investments, In
the later period, proceeds were used for
more general purposes, including the
financing of domestic (17.8.) activities.

Payments on nonbank liahilities
were $2.1 billion in 1980, compared with
$0.4 billion in 1970 ; they included pay-
ments on credit extended by foreign
companies to 1.8, companies and on
deposits in the United States.

Government invesiment income

Receipts—Government  investment
income receipts were $2.6 billion in
1980, compared with $0.9 billion in
1970; the average annual rate of in-
crease was 11 percent. Receipts largely
consisted of interest received on TLS.
Government loans to developing coun-
tries under foreign assistance programs.
In 1970, these loans carried substantial-
ly lower average interest rates than
commercial loang, but, by the end of the
decade, rates on loans to finance pur-
chases of military equipment and serv-
ices, some agricultural loans, and many
loans of the Export-Tmport Bank had
approached market rates. In 1978-80,
receipts also included significant earn-
ings on U.S. Government holdings of
foreign currencies.

Payments —Government investment
ineome payments were $12.5 billion in
1980, compared with $1.0 billion in
1970; the average annual rate of in-
crease was 32 percent. Payments mostly
reflected fluctuations in foreign mon-
etary authorities’ holdings of U.8, Gov-
ernment securities: these holdings were



46

affected by exchonge morlket interven-
tion mctivities by these suthoritica and
by their investment decisions, particu-
larly by OPEC members after the sharp
ingrensa in petrolenm prices led to large
acoumulations of their investible funds.

By ores, payments to Western
Europe—mninly Germany and, to &
lesser extent, the United Kingdom,
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Frence, and Switzerland—acenonted
fou: ebout 50 to 60 percent of total Gov-
exnment payrents in 1070-80, Pay-
menta to Japan inerensed rapidly and
acconnted fov abaut 15 percent in 1980,
compered with 8§ percont in 2070, Pay-
ments to all these countrice latgely re-
flected their accumuletion of dollars as
a result of intervention purchases to
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limit the apprecistion of their curren-
cier againgt the dolinr. Payments to de-
veloping countries in Asin and Afrien
wers 22 percont of oIl Government pay-
ments in 1980, compared with 7 percent ;
they were largely to OPEC members.
The share of total payments to other
eountries and internationnl orzaniza-
tions declined.

(Conpinuwek from pape BA}

nuity period for the purpose of comput-
ing the interest element of the nnnuity,
and the smount determined by sach pro-
ration s nontpxable. However, the
amount of an annyity installment that
exceads this prorated portion is the in-
terest element thot is tazable nod in-
cluded in AGI of IRS.

Intsrest income received by minors
from savingz accountz and from 1.5,
savings bonda in their nama iz included
in BEA-derived AGI. A minor, like nn
adult, is taxable for hie wages and for
the income received from nonwage
sources, Iewever, when the total inceme
of o minor is Jess than the minimum re-

quirihg & tax rebaen, it is lkely that
such ineome is not reported to the IRS,
cspecially when taxes are not withheld
from the wags sources. Also, if 8 minor
is vnder 1% or a student and qualifies aa
o dependent of his parents, 8 tax return
i3 required only when unearned income
exceeds $1,000. {Interest raceived by e
minor iz mott likely to be reported when
he received wages subjeat to withhold-
ing and files a tax return to secure o
refund.) Interest received by minors
could be substantial and it is probably
the nonwage income source from which
minors not required to fle mest often
derive income.

When 1.8, svings bonds sre pur-
ehased in a minor’s nume by the parent,
the avnilability of the option of repori-
ing the interest enrnings on the seernal
sccounting method makes it unlikely
that the interest errned will be reported
to the IRS unless the minor’s total
amount of taxable interest acerning ench
year exceeds the minimum requiring a
tax return,

Interest eerned on individual retire-
ment aceounts (TRA's} is included in
BEA-devived AGI, bat not imcluded as
intevest in AGI of IRS. Instead, such
enrnings nre reperied ns pensions and
annuities in the yenr the funds are with-
drawn.
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